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E.O. 11652: N/A 

TAGS: EFIN, EINV, AS 

SUBJECT: EFIN: GOA CUTS VDR RATE 

A. CANBERRA 5002 

B. CANBERRA A- 109 JUL 3, 1974 

1. TREASURER CREAN ANNOUNCED AUGUST 7 THAT VARIABLE DEPOSIT 
REQUIREMENT (VDR) FOR INTEREST-FREE DEPOSITS ON OVERSEAS 
BORROWINGS WITH MATURITIES EXCEEDING TWO YEARS HAS BEEN 
REDUCED FROM 25 TO 5 PERCENT. RATE WAS PREVIOUSLY REDUCED 
FROM 33 1/3 TO 25 PERCENT ON JUNE 25 (REF B. ITEM-). 

RESTRICTIONS ON SHORTER TERM FOREIGN BORROWINGS CONTINUE. 

2. REDUCTION OF VDR TO VIRTUALLY NEGLIGIBLE LEVEL IS 
APPARENT REACTION TO WORSENING BALANCE OF PAYMENTS 
(REF A) MORE THAN TO LOCAL LIQUIDITY SQUEEZE, WHICH 
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SHOULD EASE SHORTLY DUE TO CYCLICAL FACTORS. IN FY 1974, 
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AUSTRALIA RAN ITS FIRST BOP DEFICIT IN SEVEN YEARS, 

A$678 (US $1,006) MILLION ON NET MONEARY MOVEMENTS 
BASIS. CUT IN BDR HAS BEEN WIDELY PREDICTED IN 
RECENT WEEKS. GOA EVIDENTLY DECIDED TO RETAIN REQUIRE- 
MENT AT MINIMAL RATE RATHER THAN ABOLISH IT ENTIRELY 
TO PRESERVE FUTURE OPTIONS TO INCREASE IT AGAIN SHOULD 
CIRCUMSTANCES WARRANT. 

3. EMBASSY AND CONSULATES GENERAL SYDNEY AND MELBOURNE 
HAVE DISCUSSED ATNTICPATED IMPACT OF VDR CUT ON AUSTRALIA'S 
FUTURE CAPITAL INFLOW WITH VARIOUS BUSINESSMEN, 

PARTICULARLY U.S. BANKERS. COMMENTS MADE COVER FAIRLY 
WIDE RANG EOF PREDICTIONS, BUT BROAD CONSENSUS EXISTS 

THAT NO MASSIVE CAPITAL INFLOW WILL OCCUR IN SHORT TERM. OTHER 
MAIOR POINTS MADE INCLUDE: (A) LOCAL AND OVERSEAS 
CONDITIONS HAVE CHANGED SIGNIFICATLY SINCE VDR FIRST 
IMPOSED 20 MONTHS AGO (SHORTLY AFTER LABOR GOA ELECTED), 

WITH CLIMATE FOR FOREIGN INVESTMENT BECOMING LESS 
FAVORABLE IN AUSTRALIA WHILE OVERSEAS LENDERS ARE LESS 
WILLING AND ABLE TO PLACE MONEY HERE. (B) VDR CUT 
IS EFFORT BY GOA TO POSTPONE ANY DEVALUATION OF 
AUSTRALIAN DOLLAR. PROSPECT OF DEVALUATION WITHIN 
NEXT TWO YEARS WILL ADD TO BORROWERS' CAUTION. (C) 
CONTINUANCE OF BARRIERS TO SHORT-TERM (UNDER TWO YEARS) 
FOREIGN BORROWING WILL PRECLUDE "FLOOD'' OF CAPITAL 
INFLOW. (D) CERTAIN LARGE SCALE DEVELOPMENT PROIECTS 
(PENDING ALWEST ALUMINA-BAUXITE PROJECT NEAR PERTH 
MOST COMMONLY CITED EXAMPE) WILL BECOME MORE 
ECONOMICALLY FEASIBLE, WHICH COULD EVENTUALLY LEAD 
TO SIZEABLE INCREASE IN CAPITAL INFLOW. HOWEVER 
VDR HAS TYPICALLY BEEN ONLY ONE OF SEVERAL OBSTACLES 
TO LAUNCHING NEW PROJECTS, AND CUTTING IT ALONE WILL 
PROBABLY NOT BRING ANY ONE OF THEM TO FRUITION. (E) 

BUSINESS CONFIDENCE IN LOCAL ECONOMIC SITUATION 
(PARTICULARLY GOA'S ABILITY TO COPE WITH INFLATION 
AND INDUSTRIAL RELATIONS PROBLEMS) REMAINS UNCERTAIN. 

4. EMBASSY COMMENT: WHILE VDR CUT WILL VIRTUALLY 
ELIMINATE COST PRENALTY FOR LONG-TERM BORROWING ABROAD 
RATHER THAN IN AUSTRALIA, WE DOUBT THAT IT WILL BE 
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SUFFICIENT ACTION OF ITSELF TO INDUCE MAJOR CAPITAL 
INFLOW. PERHPAS GREATEST SIGNIFICANCE OF THIS STEP 
IS TO REVEAL GOA'S SENSITIVITY TO CHANGING BOP 
SITUATION. 

HARROP 
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